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OATH OR AFFIRMATION

1, Joseph Quattrocchi , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Joseph Matthews & Co., Inc. , as

of June 30 ,20 04 , are true and correct. [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

None

Notary Public NoT E L. VAN NEST

—
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Signature

Vice President
Title

ARY PUBLIC OF NEW JERSEY

is report ** contains (check MYGBMW Expieey October 28, 2006
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Facing Page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Changes in Financial Condition.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capltal

Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule [5¢3-3.

Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

(n)

Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Independent Auditors' Report

To the Board of Directors and Stockholders of
Joseph Matthews & Co., Inc.

We have audited the accompanying statement of financial condition of Joseph Matthews & Co.,
Inc. as of June 30, 2004 and the related statements of operations, changes in stockholders' equity,
and cash flows for the year then ended. These financial statements are the responsibility of the
company's management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Joseph Matthews & Co., Inc. as of June 30, 2004 and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the supporting schedule, Computation of Net
Capital, is presented for purposes of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required by Rule 17a-5 of the Securities and
Exchange Commission. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in our opinion, is fairly stated in all material

respects in relation to the basic financial statements taken as a whole.

Bridgewater, New Jersey Mﬁ&? St S oakdor Posman 4/&,%&7/

August 20, 2004
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Joseph Matthews & Co., Inc.
Statement of Financial Condition
June 30, 2004

Assets
Current Assets
Cash
Receivable from clearing agent
Marketable securities, at fair market value, cost basis of $41,954

Total Current Assets

Furniture and equipment, at cost, less accumulated depreciation of $43,950
Other investments '
Security deposits

Total Assets
Liabilities and Stockholders’ Equity
Liabilities
Accounts payable and accrued expenses

Total Liabilities

Stockholders’ Equity

Common stock, no par value, 100 shares authorized; 35 shares issued; 33

shares outstanding
Additional paid in capital
Treasury stock, 2 common shares at cost
Retained (deficit)
Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See notes to the financial statements.

$ 14,324
54,406
66,107

134,837

6,568
3,300
775

45480

7,288
7,288

[ S

442,501
251,527
(20,000)

(535,836)

138192

§__ 145480
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Commissions

Joseph Matthews & Co., Inc.

Statement of Operations

Year Ended June 30, 2004

Net dealer inventory and investment gains

Total Income

Expenses

Employee compensation
Commission expense
Clearing expense
Trading expenses

Quote expenses
Licenses, dues and fees
Utilities

Adpvertising and printing
Professional fees
Communications

Office and postage

Rent

Equipment rental

Payroll taxes

Insurance

Other operating expenses
Depreciation expense
Contributions

Sales and travel expenses

Total Expenses

Net Loss

See notes to the financial statements.

$ 259,132
26,790

285,922

139,800
13,975
54,626

4,858
3,323
7,626
1,419
478
6,000
8,833
16,484
9,240
496
11,555
14,959
1,276
1,167
100
13,283

309,498

$_ (23,576)



Joseph Matthews & Co., Inc.
Statement of Changes in Stockholders’ Equity

Year Ended June 30, 2004
Additional Total
Common Paid in Treasury Retained Stockholders’
Stock Capital Stock (Deficit) Equity

Balances at July 1, 2003 § 442,501 § 196,927 § (20,000) § (512,260) § 107,168
Capital Contributions by Officers - 54,600 - - 54,600
Net Loss - - - (23,576) (23,576)
Balances at June 30, 2004 138,192

$ 442,501 $ 251,527 $ (20,000) $ (535,836) $

See notes to the financial statements.
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Joseph Matthews & Co., Inc.
Statement of Cash Flows
Year Ended June 30, 2004

Cash Flows From Operating Activities

Net Loss

Adjustments to Reconcile Net Loss to Net Cash Used in Operating Activities:

Depreciation expense
Gain on market value fluctuation of marketable securities

Changes in Assets and Liabilities
Increase in receivable from clearing agent
Increase in accounts payable

Total Adjustments
Net Cash Used in Operating Activities

Cash Flows From Investing Activities
Purchase of marketable securities

Purchases of furniture and equipment
Net Cash Used in Investing Activities

Cash Flows From Financing Activities
Cash received for additional paid in capital

Net Cash Provided by Financing Activities
Net Decrease in Cash
Cash - July 1, 2003

Cash - June 30, 2004

See notes to the financial statements.

(23,576)

1,167
(25,427)

(7,072)
189

__GLIy)

(54,719)

(503)
(1,500)

(2,003)

54,600
54,600
(2,122)
16,446

14,324

— e
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Joseph Matthews & Co., Inc.
Notes to the Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Organization
Joseph Matthews & Co., Inc. is an introducing broker-dealer, located in New York, that places investment
orders for clients throughout the country via an independent clearing agent. The Company is a member of
the National Association of Securities Dealers, Inc. (NASD) and Securities Investor Protection Corporation
(SIPC).

Revenue Recognition
Customer securities transactions are recorded on a settlement date basis with related commission income
and expenses also recorded on a settlement date basis. Securities transactions of the Company are
recorded on a trade date basis.

Marketable securities are valued at fair market with the resulting realized difference between cost and
market (or fair value) included in income. Fair market value fluctuations of securities maintained by the
company are adjusted monthly with the resulting unrealized appreciation or depreciation included in the
current income statement.

Fumiture and Equipment
Depreciation of furniture and equipment is computed using both straight line and accelerated methods using
useful lives of five to fifteen years. Repairs and maintenance expenditures which do not extend the useful
lives of the related assets are expensed as incurred.

Advertising Costs
Advertising costs are charged to operations in the year incurred.

Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist
of taxes currently due plus deferred taxes. Deferred income taxes arise from temporary differences
resulting from income and expense items reported for financial accounting and tax purposes in different
periods. Deferred taxes are classified as current or noncurrent, depending on the classification of the assets
and liabilities to which they relate. Deferred taxes arising from temporary differences that are not related
to an asset or liability are classified as current or noncurrent depending on the periods in which the
temporary differences are expected to reverse. Deferred taxes are also recognized for operating losses
that are available to offset future federal income taxes.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.



Joseph Matthews & Co., Inc,
Notes to the Financial Statements

OTHER INVESTMENTS

This represents the Company’s ownership of warrants of a private placement offering. As of June 30, 2004,
cost approximates fair value.

INCOME TAXES

The Company has available net operating loss carryforwards which may be used to reduce Federal and State
taxable income and tax liabilities in future years as follows:

Available Through Net Operating Losses
2009 $ 62,443
2010 87,311
2011 62,489
2013 17,549
2017 2,383
2020 72,490
2021 98,624
2022 96,807
2023 23,576

Total §__523.672

The total deferred tax asset is as follows:

Deferred tax asset $ 178,000
Valuation allowance (178,000)
Net Deferred Tax Asset $ -

The valuation account increased by $1,000 as of June 30, 2004.
NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission (SEC) Uniform Net Capital Rule (Rule 15¢3-
1), which requires the maintenance of minimum net capital and that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1. Also, the rules of the SEC provide that equity capital may not
be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10to 1. At June 30,2004, the
Company had net capital of $117,490 which was $67,490 in excess of its required net capital of $50,000. The
Company’s net capital ratio was .06 to 1.
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Joseph Matthews & Co., Inc.

Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission

June 30, 2004

NET CAPITAL
Total Stockholders’ Equity

Total Capital and Allowable Subordinated Liabilities
Deductions and/or Charges
Non-allowable assets
Petty cash
Furniture and equipment
Other investments
Security deposits
Total Non-Allowable Assets
Net Capital Before Haircut on Securities Positions
Haircut on Marketable Securities
Net Capital

AGGREGATE INDEBTEDNESS
Items included in statement of financial condition
Accounts payable and accrued expenses
Total Aggregate Indebtedness

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS
Minimum net capital required (6 2/3% of total aggregate indebtedness)
Minimum dollar net capital requirement
Net Capital Requirement
Excess Net Capital
Ratio Aggregate Indebtedness to Net Capital

RECONCILIATION WITH COMPANY’S COMPUTATION (included in
Part ITA of Form X-17a-5(a) as of June 30, 2004)

Net capital, as reported in Company’s Part [TA (Unaudited) FOCUS report
Net audit adjustments - accruals, depreciation
Net capital per above

$ 138,192

(143)
(6,568)
(3,300)

(775)

(10,786)
127,406
(9,916)

11749

7,288
7,288

4385
50,000
50,000

$ 67,490

06 to ]

$ 126,753
(9,263)

§ 117.490
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INDEPENDENT AUDITORS’ REPORT
ON INTERNAL CONTROL STRUCTURE

The Board of Directors and Stockholders
of Joseph Matthews & Co., Inc.

In planning and performing our audit of the financial statements of Joseph Matthews & Co., Inc.
for the year ended June 30, 2004, we considered its internal control structure, including procedures
for safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal
control structure.

Also, as required by rule 1 7a-5(g)(1) of the Securities and Exchange Commission, we have made
a study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by Joseph Matthews & Co., Inc. that we considered relevant to the
objectives stated in rule 17a-5(g)(1), in making the periodic computations of aggregate
indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and the procedures for
determining compliance with the exemptive provisions of rule 15¢3-3. The Company introduces
and forwards as a broker all transactions and accounts of customers to clearing brokers who carry
such accounts on a fully disclosed basis; the Company handles no funds or securities of such
customers. The Company effects transactions in securities for its own account through the
clearing broker. Due to the nature of its business, the Company is exempt from rule 15¢3-3 and
various other SEC Rules and Regulations. Accordingly, we did not review the practices and
procedures followed by the Company in making the quarterly securities examinations, counts,
verifications, comparisons, and the recordation of differences required by rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Regulation
T of the Board of Governors of the Federal Reserve System, because the Company does not carry
security accounts for customers or perform custodial functions relating to customer securities. At
June 30, 2004, the Company was in compliance with the conditions of its exemption from rule
15¢3-3 and no facts came to our attention during our audit that indicated that such conditions had
not been complied with during the year under review.

The management of the Company is responsible for establishing and maintaining an internal control
structure and the practices and procedures referred to above. In fulfilling this responsibility,
estimates and judgements by management are required to assess the expected benefits and related
costs of internal control structure policies and procedures and of the practices and procedures
referred to above and to assess whether those practices and procedures can be expected to
achieve the Commission’s above mentioned objectives. Two of the objectives of an internal
control structure and the practices and procedures are to provide management with reasonable,
but not absolute, assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition and that transactions are executed in accordance

9
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with management’s authorization and recorded properly to permit preparation of financial statements in conformity
with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control structure or the practices and procedures referred to above,
errors or irregularities may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the effectiveness
of their design and operation may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in the internal control
structure that might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of the specific internal
control structure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts
that would be material in relation to the financial statements being audited may occur and not be detected within
a timely period by employees in the normal course of performing their assigned functions. However, we noted
no matters involving the internal control structure, including procedures for safeguarding securities, that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objective referred to in the second paragraph
of this report are considered by the Commission to be adequate for its purposes in accordance with the Securities
Exchange Act of 1934 and related regulations, and that practices and procedures that do not accomplish such
objectives in all material respects indicate a material inadequacy for such purposes. Based on this understanding
and on our study, we believe that the Company’s practices and procedures were adequate at June 30, 2004 to
meet the Commission’s objectives.

This report is intended solely for the use of the Board of Directors, management, the Securities and Exchange
Commission, the National Association of Securities Dealers, Inc. and other regulatory agencies which rely on Rule

17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is
not intended to be and should not be used for any other purpose.

M"é”? WWW“&W

Bridgewater, New Jersey
August 20, 2004
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